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AFFIRMATION

I, Angelo Bulone, affirm that, to the best of my knowledge and belief, the accompanying financial statements and
supplementary schedules pertaining to Blackwatch Brokerage, Inc. for the year ended December 31, 2007 are true
and correct. [ further affirm, that neither the Company nor any officer or director has any proprietary interest in

any account classified solely as that of a customer.
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Signature

Managing Director, Controller
Title
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MAGALLY ROSARIO
NOTARY PUBLIC, State of New York
Reg. No. 01R06134488.
Qualified in Kings Courity
My Commission Expires October 3, 2009
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Independent Auditors’ Report

The Board of Directors
Blackwatch Brokerage Inc -

We have audited the accompanying statement of financial coadition of Blackwatch Brokerage Inc.
(the Company} (a wholly owned subsidiary of The Macgregor Group, Inc )} at December 31, 2007, that vou
are filing pursuant to Rule 17a-5 under the Secunties Exchange Act of 1934, This statement of financial
condition is the responsibility of the Company's management. Our responsibility is to express an opinion
on the statement ot financial condiiton based on our audit

We conducted our audit it accordance with auditing standards generally accepted in the United States of
Amenca. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the statement of financial condition is free of matenial rmsstatement. An audit includes
consideration of intemnal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the Company’s nternal control over financial reporting. Accordingly, we express no such opinion. An
audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the
staternent of financial condition, assessing the accounting principles used and significant estimates made
by management. as well as evaluating the overall statement of financial condition presentation. We betieve
that our audit provides a reasonable basis for cur opinion

In our opmion, the statement of financial condition referred to above presenis farrly, n all material
respects, the financial pesition of Blackwaich Brokerage Inc as of December 31, 2007, in conforminy with
acceuntmg principles generally accepted m the U nited States of America :

KPMa LLP

MNarch 27 2047




BLACKWATCH BROKERAGE INC.
(A Wholly Owned Subsidiary of The Macgregor Group, Inc.)

Statement of Financial Condition
December 31, 2007

Assets

Cash and cash equivalents

Receivables from brokers and dealers {net of allowance for doubtful
accounts of $72,645)

Securities owned, at fair value

Due from affiliates

Deferred tax asset

Other assets

Total assets
Liabilities and Stockhelder’s Equity
Liabilities:
Accounts payable and accrued expenses
Dus to Parz=nt and affiliate

Total liabilstes
Commitments and contingencies

Stockholder’s equity.
Common stock. $0.01 par value: 3,000 shares authorized:
1,000 shares tssued and outstanding
Additional paid-in capiial
Reiained eamnings

Total stockhelder’s squity

Total habilities and stockholder's equin

See accompanying notes to statement of financial condition.

Lol

8,563.247

3,496,741
14,847
484,686
67,499
22,386

12,651,406

35,000
3,988,798

4,043,798

i0
1,364,931
7,242.667

3.607.608

12,651,406
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BLACKWATCH BROKERAGE INC.
(A Wholly Owned Subsidiary of The Macgregor Group, Inc.)

Notes to Statement of Financial Condition
December 31, 2607

Organization

Blackwatch Brokerage Inc. (“the Company™ is a broker-dealer registered with the Securmes and
Exchange Commission (“SEC”) and is a member of the Financial Industry Regulatory Authority
(“FINRA”). The Company is a wholly owned subsidiary of The Macgregor Group, Inc. (“the Parent”). a
provider of trade order management technology for the financial communiry, which in turn. is ultimately
owned by Investment Technology Group, Inc. (“I'TG™),

The statement of financial conditicn and accompanying notes are prepared in accordance with accounting
principles generally accepted in the United Siates of America (“U.S GAAP™)

The Company is engaged in a single line of business as a securities broker and generates transachion fes
revenue through agreements with certain alternative trading systems. electronic communicanions networks
and other brokers and dealers. Effective April |. 2007, the transaction fee business of ITG inc |, an affiliare
Company, was transferred to the Company.

The Company, in connection with its activities as a broker-dealer, does not hold funds or securities for
customers, and accordingly the Company is exempt from SEC Rule t3¢3-3, pursuant to provision (k}2)(i1)
of such rule.

Summary of Significant Accounting Policies
fa) Use of Estimaies

The preparation of the Statement of Financral Conditton in accordance with U'S GAAP requires
management 1o make esumates and assumpuons that aftect the reported amounts of assets, habilines.
and stockholder's equity. and the disclosure of contingent assets and habilives Actual results could
differ from those estimates i

fh)  Cash and Cash Equivalents

The Company has defined cash and cash equivalents as highly hquid investments, with ongmal
matunities of less than minety days, which are part of the cash managemeni activiies of the
Company ’

Inctuded in cash and cash equivalents at December 31, 2007 s an wvestment 10 & monev market
fand of $7,587.000

fch  Fair Value of Financial Instruments

Substantially all of the Company’s financial instruments are carried at fair value or amounts
approximating fair value. Securities owned, at fair value are marked to market based upon
independent published prices. Cash and cash equivalents and receivables from brokers and dealers
are carried at estimated fair value or contracted amounts which approximate fair value due 1o the
short period to maturity. Similarly, liabilities are carried at amounts approximating fair vatue.

’
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BLACKWATCH BROKERAGE INC.
(A Wholly Owned Subsidiary of The Macgregor Group, Inc.)

Notes to Statement of Financial Condition
December 31. 2007

Revenue Recognition

Receivables from brokers and dealers consist of transaction recetvables, net of an allowance for
doubtful accounts, which is determined based upon management’s estimate of the collectibility of
such receivables,

Securities owned, at fair value at December 31, 2007 consist of common stock. The securities are
valued using market quotes from third parties.

Income Taxes

The Cempany is included in the consolidated faderal. state and local inceme tax retumns of 1ITG The
Companpy s charged or credited with an amount equal to its separate tax hability or beneflt as if ot
were filing on an individual company basis, in accordance with the rax sharing agreement.

Income taxes are calculated and are recorded in the Company’s results based upon the epplication of
Statement of Financial Accounting Standards (“SFAS™) No. 109, “dccouniing for Income Taxes”
(“SFAS 1097}, SFAS 109 requires the use of asset/liability method of accounting for income taxes.
Deferred tax assets and liabilities are recognized for the fuiure tax consequences attribuzable to
differences between the financial statement carrying amounts of existing assets and liabilities and
their respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates
expectzd to apply to taxable income in the years in which the temporary differences are expected to
be recoverasd or settled. The effect on deferred fax assets and Habilities of a change in tax rates is
recogmized 1n income in the penod that includes the enactment date. A valuation allowance 15
recorded agamnst deferred tax assers il it 1s more hikely than not that such assets wild not be realized

The Company adopted the provisions of the Financial Accounting Standards Board ("FASE™)
Interpretation No. 48, “dccounining for Uncertaingy in fncome Taxes ("FIN 437, on January 1, 2007
which addressed the determination of how tax benefits claimed or expected to be claimed on a tax
retwrn should be recorded in the financial statements, Under FIN 48, a Company must recognize the
tax benefit from an uncertain tax position only 1f it 1s moere likely than not that the tax position will
be sustained on examination by the taxing authorities. based on the techrical merits of the position.
The tax benefits recognized in the financial statements from such a position are measured based on
the larzest benefit that has a greater than fiftv percent likelihood of being realized upon ulumate
resolution. The cumulative impact of our reassessment of uncertain tax positions in accordance with
FIN 48 did not have ap impact on the results of operations, financial coadition or liquidity.

With limited exception, the Company is 1o longer subject to the U8, federal, statz, or local tax
audits by taxing authorties for years preceding 2004, The Internal Revenue Service is currently
examming the Company’s U.S. federal income tax return for 2004 and 2005, The Company does nat
anticipate any significant findings.
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BLACKWATCH BROKERAGE INC.
(A Wholly Owned Subsidiary of The Macgregor Group, Inc.)

Notes to Statement of Financial Condition
December 31, 2007

(f}  Recenr Accounting Pronouncements

On September 15, 2006, the FASE issued FASB Siatement No. 137, ~Fair Value Measurement”
{"FAS 1377). FAS 157 defines fair value, establishes a framework for measuring fair value and
expands disclosures about fair value measurements. Under FAS 157, fair value refers to the price
that would be received to sell an asset or paid to transfer a liability in an orderly transaction between
market participants in the market in which the reporting entity transacts. The standard clanfies the
principle that fair value should be based on the assumptions market participants would use when
pricing the asset or Lability. In support of this principle, the standard establishes a fair value
hierarchy that prioritizes the information used to develop those assumptions. The fair value hierarchy
gives the highest priority to quoted prices m active markets and the lowest prionty to unobservable
data, for example, the reporting entity’s own data, Under FAS 137, fair value measurements would
be separately disclosed by level within the fair value hierarchy. FAS 137 does not expand the use of
fair vatue in any new circumstances. FAS 137 15 =ifective for financial statements issued for fiscal
years beginning after November 15. 2007, The Company does not presently expect the adoption of
FAS 157 to have a matenal impact on the results of operations and financial condition.

Related-Party Transactions

The Company reimburses the Parent for providing administrative and support services to the Company
These services include, but are not limited 1o, office space, telephone services. computer services, internal
accounting, payroll, uttliues and other muscellaneous services.

The Company entered into a revenue sharng agreement with (TG Inc. 1in which the Company eamns
ransaction fees based on the volume of shares traded via Links between the Parent's technology product
and affiliates

Income Taxes

Amounts due for income taxes are payable to the Paremt. and are included m due 1o Parent and atfihate in
the statement of financial condition As of December 31, 2007, the Company 15 liable to the Parent in the
amouns of $3.310,167 for income taxes.

At December 31, 2007 a deferred tax asset of $67.499 was recorded on the Statemeni of Frnancial
Condinion. This consisted of a feaeral deferred tax usaet and a state and local deferied tax asset of $54.259
and $13.210, respecuvely

Concentration of Credit Risk

The Company is engaged in brokerage activities in which the counterparties are other brokers and dealers.
In the event counierparties do not fulfill their obligations, the Company may be exposed {o risk. The risk of
default depends on the creditworthiness of the counterparty or issuer of the instrument. It 15 the Company s
policy to review. as necessary, the credit standing of each counterparty.

Net Capital Requirement

The Company 1s subject to the SEC Uniform Net Capital Rule {“SEC Rule 13¢3-1"), which requires the
maintenance of minimum net capital and requires that the ratio of aggregate indebtedness to net capital,

5
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BLACKWATCH BROKERAGE INC,
(A Wholly Owned Subsidiary of The Macgregor Group, lac.)

Notes to Statement of Financial Condition

December 31, 2007

both as defined, shall not exceed 15 to |. The Company has elected to use the basic method permitted by
SEC Rule [3¢3-1, which requires that the Company maintain minimum net capital, as defined, equal to the
greater of $3,000 or 6%3% of aggregate indebtedness.

At December 31, 2007, the Company had net capmtal of $6.531,211, which was $6,261,625 1n excess of
required net capital of $269.586. The Company 's ratio of aggregate indebtedness to net capital ratio was
0.62t0|.

6 END



